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(b) $43,124, i.e., the amount which, when re-
duced by the amount of income tax attrib-
utable to the inclusion of such amount in 
gross income, $22,424 ($43,124 multiplied by a 
tax rate of 52 percent), is equal to the 
amount of such distribution, $20,700. 

(v) Amount charged against reserve for losses 
on qualifying real property loans and supple-
mental reserve for losses on loans. The reserve 
for losses on qualifying real property loans is 
charged with $20,400 (the balance of the re-
serve as of December 31, 1963, as determined 
under subdivision (ii) of this example), and 
the supplemental reserve for losses on loans 
is charged with $22,724 ($43,124, the amount 
included in gross income under subdivision 
(iv) of this example, minus $20,400). 

[T.D. 6728, 29 FR 5862, May 5, 1964, as amend-
ed by T.D. 549, 43 FR 21457, May 18, 1978] 

§ 1.593–11 Qualifying real property 
loan and nonqualifying loan de-
fined. 

(a) Loan defined. For purposes of this 
section, the term loan means debt, as 
the term debt is used in section 166 and 
the regulations thereunder. The term 
loan also includes a redeemable ground 
rent (as defined in section 1055 (c)) 
which is owned by the taxpayer, and 
any property acquired by the taxpayer 
in a transaction described in section 
595(a). For determination of the 
amount of a loan, see paragraph (d) of 
this section. 

(b) Qualifying real property loan de-
fined—(1) General rule. For purposes of 
§§ 1.593–4 through 1.593–10, the term 
qualifying real property loan means any 
loan (other than a loan described in 
subparagraph (5) of this paragraph) 
which is secured by an interest in 
qualifying real property. For purposes 
of this section, the term real property 
means any property which, under the 
law of the jurisdiction in which such 
property is situated, constitutes real 
property. The term real property also 
includes a mobile unit which is perma-
nently fixed to real property. The de-
termination of whether a mobile unit 
is permanently fixed to real property 
shall be made on the basis of facts and 
circumstances in each particular case. 
For example, a mobile unit is perma-
nently fixed to real property during a 
taxable year if, except for a brief pe-
riod during which the unit is trans-
ported to a site, such unit was placed 
upon a foundation at a site with wheels 
and axles removed, affixed to the 

ground by means of straps, and con-
nected to water, sewer, gas, and elec-
tric facilities. See paragraph (e) of this 
section for the treatment of a REMIC 
interest as a qualifying real property 
loan. 

(2) Meaning of Secured. A loan will be 
considered as secured only if the loan is 
on the security of any instrument 
(such as a mortgage, deed of trust, or 
land contract) which makes the inter-
est of the debtor in the property de-
scribed therein specific security for the 
payment of the loan, provided that 
such instrument is of such a nature 
that, in the event of default, the prop-
erty could be subjected to the satisfac-
tion of the loan with the same priority 
as a mortgage or deed of trust in the 
jurisdiction in which the property is 
situated. 

(3) Meaning of interest. The word inter-
est means an interest in real property 
which, under the law of the jurisdiction 
in which such property is situated, con-
stitutes either (i) an interest in fee in 
such property, (or in the case of a mo-
bile unit, an ownership interest), (ii) a 
leasehold interest in such property ex-
tending or renewable automatically for 
a period of at least 30 years, or at least 
10 years beyond the date scheduled for 
the final payment on the loan secured 
by such interest, (iii) a leasehold inter-
est in improved residential real prop-
erty consisting of a structure or struc-
tures containing, in the aggregate, no 
more than four family units extending 
for a period of at least 2 years beyond 
the date scheduled for the final pay-
ment on the loan secured by such in-
terest, or (iv) a leasehold interest in 
such property held subject to a redeem-
able ground rent defined in section 
1055(c). 

(4) Meaning of qualifying real property. 
The term qualifying real property means 
any real property which is improved 
real property, or which from the pro-
ceeds of the loan will become improved 
real property. As used in the preceding 
sentence, the term improved real prop-
erty means: 

(i) Land on which is located any 
building of a permanent nature (such 
as a house, mobile unit, apartment 
house, office building, hospital, shop-
ping center, warehouse, garage, or 
other similar permanent structure), 
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provided that the value of such build-
ing is substantial in relation to the 
value of such land, 

(ii) Any building lot or site which, by 
reason of installations and improve-
ments that have been completed in 
keeping with applicable governmental 
requirements and with general practice 
in the community, is a building lot or 
site ready for the construction of any 
building of a permanent nature within 
the meaning of paragraph (b)(4)(i) of 
this section. 

(iii) Real property which, because of 
its state of improvement, produces suf-
ficient income to maintain such real 
property and retire the loan in accord-
ance with the terms thereof, or 

(iv) A mobile unit which is perma-
nently fixed to real property. 

(5) Loans not included. The term quali-
fying real property loan does not in-
clude: 

(i) Any loan evidenced by a security 
as defined in section 165(g)(2)(C), 

(ii) Any loan (whether or not evi-
denced by a security as so defined) the 
primary obligor on which is (a) a gov-
ernment or a political subdivision or 
instrumentality thereof, (b) a bank (as 
defined in section 581), or (c) another 
member of the same affiliated group, 

(iii) Any loan to the extent such loan 
is secured by a deposit in or share of 
the taxpayer (including a share of 
nonwithdrawable capital stock), deter-
mined as of the close of the taxable 
year, and 

(iv) Any loan which (within a 60-day 
period beginning in one taxable year of 
the taxpayer and ending in the next 
taxable year of such taxpayer) is made 
or acquired, and then repaid or dis-
posed of, unless both the transaction 
by which the loan is made or acquired 
and the transaction by which the loan 
is repaid or disposed of are established 
to the satisfaction of the district direc-
tor to be for bona fide business pur-
poses 

As used in subdivision (ii)(c) of this 
subparagraph, the term affiliated group 
shall have the meaning assigned to 
such term by section 1504(a) (relating 
to the definition of an affiliated group), 
except that the phrase more than 50 per-
cent shall be substituted for the phrase 
at least 80 percent each place the latter 
phrase appears in section 1504(a), and 

all corporations shall be treated as in-
cludible corporations (without regard 
to any of the exclusions provided in 
section 1504(b)). 

(c) Nonqualifying loan defined. For 
purposes of §§ 1.593–4 through 1.593–9, 
the term nonqualifying loan means any 
loan which is not a qualifying real 
property loan. 

(d) Amount of loan determined—(1) 
General rule. Except as provided in sub-
paragraph (2) of this paragraph, the 
amount of any qualifying real property 
loan or nonqualifying loan, for pur-
poses of section 593, is the adjusted 
basis of such loan as determined under 
§ 1.1011–1. However, the adjusted basis, 
determined under § 1.1011–1, of any loan 
in process does not include the 
unadvanced portion of such loan. For 
the basis of a redeemable ground rent 
reserved or created by the taxpayer be-
fore April 11, 1963, see section 1055(b)(3); 
and for the basis of a loan represented 
by property acquired by the taxpayer 
in a transaction described in section 
595(a), see section 595(c). 

(2) Limitation. If the total amount ad-
vanced on any loan exceeds the loan 
value of any interest in qualifying real 
property which secures such loan, then 
the portion of such loan which, as of 
the close of any taxable year, will be 
considered as a qualifying real prop-
erty loan shall be determined under the 
principles of section 7701(a)(19) and the 
regulations thereunder. 

(e) Treatment of REMIC interests as 
qualifying real property loans—(1) In gen-
eral. For purposes of section 593 and 
§§ 1.593–4 through 1.593–10, if, for any 
calendar quarter, at least 95 percent of 
a REMIC’s assets (as determined in ac-
cordance with § 1.860F–4(e)(1)(ii) or 
§ 1.6049–7(f)(3)) are qualifying real prop-
erty loans (as defined in paragraph (b) 
of this section), then, for that calendar 
quarter, all the regular and residual in-
terests in that REMIC are treated as 
qualifying real property loans. If less 
than 95 percent of a REMIC’s assets are 
qualifying real property loans, then a 
percentage of each regular or residual 
interest is treated as a qualifying real 
property loan. The percentage equals 
the percentage of the REMIC’s assets 
that are qualifying real property loans. 
See § 1.860F–4(e)(1)(ii)(B) and§ 1.6049– 
7(f)(3) for information required to be 
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provided to regular and residual inter-
est holders if the 95-percent test is not 
met. 

(2) Treatment of REMIC assets for sec-
tion 593 purposes—(i) Manufactured 
housing treated as qualifying real prop-
erty. For purposes of paragraph (e)(1) of 
this section, the term ‘‘qualifying real 
property’’ includes manufactured hous-
ing treated as a single family residence 
under section 25(e)(10). 

(ii) Status of cash flow investments. For 
purposes of paragraph (e)(1) of this sec-
tion, cash flow investments (as defined 
in section 860G(a)(6) and § 1.860G–2(g)(1)) 
are treated as qualifying real property 
loans. 

[T.D. 6728, 29 FR 5864, May 5, 1964, as amend-
ed by T.D. 549, 43 FR 21458, May 18, 1978; T.D. 
8458, 57 FR 61298, Dec. 24, 1992] 

§ 1.594–1 Mutual savings banks con-
ducting life insurance business. 

(a) Scope of application. Section 594 
applies to the case of a mutual savings 
bank not having capital stock rep-
resented by shares which conducts a 
life insurance business, if: 

(1) The conduct of the life insurance 
business is authorized under State law, 

(2) The life insurance business is car-
ried on in a separate department of the 
bank, 

(3) The books of account of the life 
insurance business are maintained sep-
arately from other departments of the 
bank, and 

(4) The life insurance department of 
the bank would, if it were treated as a 
separate corporation, qualify as a life 
insurance company under section 801. 

(b) Computation of tax. In the case of 
a mutual savings bank conducting a 
life insurance business to which section 
594 is applicable, the tax upon such 
bank consists of the sum of the fol-
lowing: 

(1) A partial tax computed under sec-
tion 11 upon the taxable income of the 
bank determined without regard to any 
items of income or deduction properly 
allocable to the life insurance depart-
ment, and 

(2) A partial tax computed on the in-
come (or, in the case of taxable years 
beginning before January 1, 1955, the 
taxable income (as defined in section 
803)) of the life insurance department 
determined without regard to any 

items of income or deduction not prop-
erly allocable to such department, at 
the rates and in the manner provided 
in subchapter L (section 801 and fol-
lowing), chapter 1 of the Code, with re-
spect to life insurance companies. 

§ 1.595–1 Treatment of foreclosed prop-
erty by certain creditors. 

(a) Nonrecognition of gain or loss on the 
acquisition of security property by certain 
creditors—(1) In general. Section 595(a) 
provides that in the case of a creditor 
which is an organization described in 
section 593(a) (that is, a mutual savings 
bank not having capital stock rep-
resented by shares, a domestic building 
and loan association, or a cooperative 
bank without capital stock organized 
and operated for mutual purposes and 
without profit), no gain or loss shall be 
recognized, and no debt shall be consid-
ered as becoming worthless or partially 
worthless for purposes of section 166 
(relating to bad debts), as the result of 
a transaction by which such creditor 
bids in at foreclosure, or reduces to 
ownership or possession by agreement 
or process of law, any property (wheth-
er real or personal, tangible or intan-
gible) which was security for the pay-
ment of any indebtedness (whether or 
not a qualifying real property loan as 
defined in section 593(e)(1)). The treat-
ment provided by section 595(a) is man-
datory (regardless of whether such 
creditor utilizes the specific deduction 
or reserve method of accounting for 
bad debts) if, for the taxable year in 
which the property is bid in at fore-
closure, or reduced to ownership or 
possession by agreement or process of 
law, the creditor is an organization de-
scribed in section 593(a), even though 
the creditor subsequently becomes an 
organization not described in section 
593(a). For definition of the terms do-
mestic building and loan association and 
cooperative bank for taxable years be-
ginning after October 16, 1962, see para-
graphs (19) and (32), respectively, of 
section 7701(a). 

(2) Effective date. Section 595 applies 
to any transaction (described in sub-
paragraph (1) of this paragraph) occur-
ring after December 31, 1962, except 
that such section does not apply to any 
such transaction in which the taxable 
event determined without regard to 
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